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INTRODUCTION 


Everyone is talking about tax limits, spending controls, tax rate freezes, 
tax levy reductions. The reason for all this discussion is to find some means of 
taxpayer relief. However, many people confuse the different limits and the various 
effects each one can produce. The confusion is understandable, since tax and 
spending control is a complex subject and difficult to describe. 


The Office of Local Assistance expects the subject of fiscal controls to 
receive considerable attention in the next state legislative session. The purpose 
of this primer is to provide municipal officials with an overview of the basic 
concepts of tax and spending controls and to serve as a guide in following the 
upcoming legislative debates. Three areas of concern are discussed: 1) tax and 
spending limitations; 2) “safety valves" for exceeding or suspending a tax/spending 
limitation; and 3) issues and special items which must be dealt with when consider- 
ing local fiscal controls. 


One major assumption that is maintained throughout this guide is that any control 
discussed here is applied across-the-board to all entities which are funded in whole 
or in part by the property tax. Thus, it is assumed than any spending limit would 
be applied equally to municipal spending, school spending, county spending, regional 
authority spending, and special district spending; and any tax limit would also be 
applied equally - to the municipal tax, school tax, county tax and other regional 
taxes/assessments. Therefore, when examples are given, the appropriating body could 
be of the town, school, county, regional authority or special district. 


LIMITS 


A "limit" is any kind of restriction placed upon spending or taxes, or 
both. A limit could be a freeze or an annual ceiling set by statute or by 
some formula, such as a "5% increase over the previous year" ceiling. A limit 
could also produce, by design or by circumstance, a spending and/or tax reduc- 
tion. 


For example, the state could limit total property taxes to fiscal year 1976 
levels. This would, by design, reduce the total property tax burden from $3 billion 
to $2.5 billion, or by 17%. Alternatively, the state could freeze property taxes and 
then utilize state aid for property tax relief. This would also result in a reduc- 
tion in the current tax burden. 


: The remainder of this section outlines the four basic types of local financial 
limitations with an example for each. For the sake of ease, the example limits 
are tax or appropriations freezes. 
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LIMIT 


PROPERTY 


DESCRIPTION AND BENEFITS/PROBLEMS 


A maximum tax rate is set in terms of tax levy 
dollars per thousand dollars of assessed value. 
This maximum rate is then applied against the 
assessed value of property. A "full-value" 

tax rate is occasionally used for these purposes. 
However, under classification,* a full-value rate 
would be inappropriate. 


The property tax rate bears little relationship 
to state and federal aid. If state aid de- 
creases, a tax rate limit would result in drastic 
cuts in service. Conversely, if state aid in- 
creases, a tax rate limit would not prevent in- 
creased expenditures. Until classification is 
fully implemented, a tax rate limit will be 
totally ineffective, since a mere change in 
assessed values could change a local tax rate; 
the levy can increase with a frozen rate. 
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A town currently has a total budget 

of $12 million. State aid is $1 
million, non-tax income (federal aid, 
other revenues) is $1 million, and 

the resulting tax levy is $10 million. 
The town's total assessed value is 
$400 million. Therefore, its tax rate 
is $25.00 per thousand dollars of 
assessed value. 


The tax rate is frozen. State aid 
increases by $300,000. However, 
since appropriations are not frozen 
the town can increase its budget by 
$300,000, maintaining the $10 million 
tax levy and the $25.00 tax rate. 
Thus, taxes are stabilized, but not 
reduced; and state aid is used for 
increased spending. 


Furthermore, the town then implements 
classification and its new total as- 
sessed value is $450 million. Thus, 
with a $25.00 rate freeze, the town 
can now levy up to $11.25 million 
(because of increased assessed value). 
The total taxes can increase, but the 
rate will stay the same. 


* "Classification" refers to the amendment to the State Constitution recently approved by 
voters on the November 1978 ballot. Effective January 1, 1979 all taxable property will 
be classified according to use and assessed at different percentages of market value. 
Since the administrative procedures for implementing this new system will take at least 
a full year, the implementation of classification is a significant issue when considering 


limits which depend upon the value of property. 
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LIMIT 


PROPERTY 
TAX 

LEVY 
LIMIT 


APPROPRIATIONS 
LIMIT 


DESCRIPTION AND BENEFITS/PROBLEMS 


This limit sets the maximum amount of revenue 
that can be raised via the property tax. The 
resulting rate can change depending upon as- 
sessed values. 


This limit is similar to the rate limit. 
Since aid has no relationship to the property 
tax levy, a levy limit can result in either 
decreased spending or increased spending, 
depending upon federal and state aid. 


A maximum amount is set for total appropria- 
tions of a budget. This is not a limit on 
the tax levy. The appropriations limit con- 
trols spending, not taxing. 


The tax levy and resulting rate could increase 
or decrease depending upon state and federal 
aid. If state aid increases, the tax levy 
would not be allowed to expand with the in- 
creased resources. Conversely, if state aid 
decreases, then the tax levy would increase to 
fill the resource void left by reducted state 
funds in order to spend at the limit. 


EXAMPLE 


In the same town, with a $12 million 
budget and a $10 million tax levy, 

the levy is frozen. State aid increases, 
but is absorbed by increased expend- 
itures rather than reduced taxes. 


Furthermore, the town implements 
classification - its new total as- 
sessed value is $450 million. Since 
the levy is frozen, the tax rate is 
forced down to $22.22. The rate de- 
creased, but the total taxes remain 
the same. 


The same town with a $12 million 
budget is required to freeze its 
appropriations. The levy of $10 
million and rate of $25.00 are also 
frozen. 


State aid increases by $300,000. 
Since total appropriations are 
frozen, the town must use the 
$300,000 for reducing the levy to 
$9.7 million and the rate $24.25. 
Thus, state aid is automatically 
passed on to the taxpayers. 


LIMIT 


APPROPRIATING 
PROCESS 
LIMIT 


DESCRIPTION AND BENEFITS/PROBLEMS 


The required vote of the appropriating body is 
increased as the level of appropriations in- 
creases. There is no specified "limit". The 
obstacle to increased spending and higher taxes 
is strictly political rather than mechanical. 
Requiring more members of a legislative body 

to approve any expenditure increase serves as 

a deterent to new spending, including the use 


of state aid for purposes other than tax relief. 


This type of limit is obviously subject to 
political pressure. Where the intense need for 
new or increased spending occurs, budgets, and 
thus taxes, will also increase. 


sulle 


A school committee with seven 
members must pass a budget hav- 
ing no increases over the pre- 
vious year by approval of four 
members. In order to pass a 
budget with any increase up to 
5% above the previous year, five 
members must approve. An in- 
crease above 5% up to 10% re- 
quires six members approval, and 
an increase over 10% requires a 
unanimous vote. 


The school committee has a $15 
million budget and after long 
debates the members voted, 4-3, 

to maintain the new budget at the 
the same level. Three members 
wanted the budget to be reduced. 
State school aid then increased by 
$500 thousand for the school's new 
budget. Four members wanted to use 
the $500 thousand for new programs 
and services. However, since this 
represents a 3.3% budget increase, 
the committee needs five members 
approval. The remaining three 
members refused to approve the new 
expenditures, thus the budget stayed 
at the same level. State aid, how- 
ever, was still received in the 
treasury and thus passed on as a 
reduction in the school tax levy. 


SAFETY VALVES 


A "safety valve" is a mechanism through which a legislative body can 
either opt out of or exceed a limit placed upon that body's budget. Most 
states which have fiscal controls and tax limits also contain safety valves 
in their fiscal control requirements. The purposeof a safety valve is to 
allow for additional public spending based on extenuating circumstances or 
citizen demands. 


The remainder of this section outlines the four basic types of safety 
valves with an example for each. 


SAFETY VALVE 


VOTER 
REFERENDUM 


VOTE 

OF 
LEGISLATIVE 
BODY 


DESCRIPTION AND BENEFITS/PROBLEMS 


By majority vote of the residents of commu- 
nity, school district or county, the limit 
which is placed upon the tax/budget of the 
particular entity can be exceeded or sus- 
pended, depending upon the exact wording 
of the action. 


A voter referendum "safety valve" for a tax 
or budget limit would be in the form of a 
ballot question, appearing on the ballot of 

a regular or special election, or as a spe- 
cial city or town referendum. This type of 
mechanism allows the residents to make the 
hard budget decisions for which they would, 
in fact, be paying. However, this method is 
cumbersome and could result in budget or cash 
flow deficits because of timing and unpre- 
dictability. Voter referendums are usually 
considered last resorts in other states which 
use combinations of limits and safety values. 


By majority vote of the legislative body (or 
some variation such as 2/3 majority vote), 
the limit placed upon the tax/budget of a 
governmental entity can be exceeded or sus- 
pended, depending upon the authority granted 
to the legislative body by state law. 


With this "safety valve," the legislative 
body will be able to avoid drastic reduc- 
tions in public services. However, a simple 
majority-vote of the legislative body for ex- 
ceeding a limit could result in an ineffective 
fiscal control. 

-continued on next page- 
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A town's school budget is limited to 

a 5% increase over the previous year. 
The school committee passed a budget 
with a 7% increase. In order for the 
budget to be valid, a special voter 
referendum was set within four weeks 
from the budget passage. The referen- 
dum was the following question: "Shall 
the school budget for fiscal year 

1980 be $3,967,000, which is 7% higher 
than the fiscal year 1979 school 
budget?" 


The voters did not approve the budget 
increase. The budget was automatically 
returned to the school committee. The 
school committee then passed a budget 
with a 5% increase, which was, in turn, 
automatically accepted by town meeting. 


The city budget is frozen under a 
new limit law. However, with a 2/3 
majority vote of the city council, 
the freeze can be suspended. The 
council considers the question to 
suspend the freeze. The question 
receives a slim margin, but not 2/3 
of the vote. Thus, the question of 
suspension fails and the freeze on 
the city's budget is in place for that 
fiscal year. 


VOTE 

OF 
LEGISLATIVE 
BODY 

(CONT. ) 
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BOARD 


NON-POLIT ICAL 
AUTOMATIC 
SAFETY 

VALUE 


DESCRIPTION AND BENEFITS/PROBLEMS 


On the other hand, voters could replace the 
members of the legislative body who do not 
respond to citizen demands relative to tax 
and budget limitations. This type of safety 
valve can be similar to the "process limit" 
discussed previously; e.g., to exceed a limit, 
2/3 vote is required; over 5%, 4/5 vote is 
required, etc. 


A city, town, school, county or region, upon 
deciding by vote of its legislative body that 
it cannot function properly under a state 
mandated limit, appeals to a state board for 
exceeding a tax/budget limit. The board, by 
majority vote, can grant special exemptions 
to the limit. The appeals process works on a 
case by case basis. 


A potential problem with this mechanism is that 
local officals and residents may resent decisions 


affecting local services made by people far 
removed from the local setting. However, it 
could enable local officials to pass the 


responsibility for unfavorable decisions to the 


state. 


An automatic "safety-valve" mechanism would 
utilize a cost or fiscal factor as a "flag" 
in determining the need for suspension of a 
limit. 


-continued on next page- 


EXAMPLE 


All towns are under a budget freeze. 
One town finds that it must increase 
its budget due to a previous year's 
budget deficit resulting from the 
snow emergency of 1978. The town 
appeals to the State Appeals Board 
for a special suspension of the 
freeze so the town would not have to 
absorb the previous year's deficit by 
reducing other budget items. The 
Board grants the suspension to the 
town for only that amount of the 
previous year's deficit (i.e., the 
town budget is allowed to increase 
by only the amount of the budget 
deficit). 


A town is under a 5% appropriations 
limit because its full-value tax rate 
is greater than $20.00 (excluding 
school, county, MBTA/RTA, regional 
authority cost). 


-continued on next page- 


SAFETY VALVE 


NON-POLITICAL 
AUTOMATIC 
SAFETY 

VALVE 

(CONT, ) 


DESCRIPTION AND BENEFITS/PROBLEMS 


For instance, the federal countercyclical 
revenue sharing program has a type of automatic 
safety-valve which halted the program when the 
national unemployment rate declined to the 
point of 6% or lower. 


This automatic safety valve would work in 

a similar manner. The factor or "flag" could 
be applied to the entire limit program (i.e., 
across-the-board) or upon individual towns, 
schools or regions as specific cases. 


Example "flags" are: 1) full-value tax 
rates; 2) levy per capita; 3) spending 
per person (or dollars per pupil for school 
costs). As the factor rises, the limit 
becomes tighter. The limit could be re- 
moved if the factor decreases to a point 
deemed justified (such as a designated 
arbitrary point or some arbitrary average), 
a "threshold level’ - 


Automatic safety-valves are looked upon 
favorably by many people because of their 
inherent logic and durability against political 
pressure. However, the arbitrariness in 
choosing a factor (full-value tax rate versus 
levy per person) and choosing a threshold 
level (a $50.00 full-value tax rate versus 
$45.00 or $55.00) outweighs its benefits and 
tends to discourage legislation containing 
automatic safety valves. Most states use 
political safety valves or they use automatice 
mechanisms in conjunction with a political 
process. 


sul 


The town's rate is $22.00. New 
state aid to the town increased 
enough to bring the rate down 

to $18.00. Now the town is under 
no limit. However, once the rate 
reaches $20.00, the 5% limit will 
again be applied. 
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ISSUES 


: The following tssues and ttems must be dealt with when considering local 
fiscal controls. 


1. BUDGETS 


Any limit on property taxes or local budgets must address the 
potential increases in all budgets which affect property tax 
levels. Thus, in order to freeze the local property tax levy, 
the following budgets must be frozen: 


a) Municipal budgets 

b) School budgets 

c) County budgets 

d) MBTA and other RTA budgets 


e) Special District budgets (Regional Planning Agencies, MDC, 
Special Control Districts). 


Be 2S -IMPOSED IMPACTS 


Controls for property tax relief must take into account all state 
laws and programs which impact local property taxes. Positive 
impacts are a result of State Aid, non-categorical general and 
school aid programs. There are also several negative impacts 

which affect property tax levels substantially. A limit on budgets 
requires an equivalent limit on these state-imposed costs for 
effective control of local property taxes. 
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a) State assessments 


b) State reimbursement programs, mandating local expenditures 
with partial (up to one-half) state reimbursement (such as 
Real Estate Abatement Programs, Veteran's Benefits). 


c) State Regulatory Requirements (such as State Sanitary Code, 
State education regulations). 


d) State mandated programs and laws (such as Chapter 766, the 
State public pensions system). 


e) State acceptance statutes having no local rescission options 
(such as Police Career Incentive program). 


E -IMPOS IMPACTS 


Local budgets and taxes, like all public and private revenues and 
expenditures, are affected by federal actions. Federal non- 
categorical aid (Federal Revenue Sharing) is the positive federal 
impact. Federal imposed costs, which cannot be directly limited 

by state action, must be addressed and possibly mitigated via state 
intervention. 


a) Federal Matching Grant Programs. 


b) Federal Regulatory Requirements (such as Clean Air Regulations, 
Clean Water Regulations). 


c) Federal Mandated Laws (such as Unemployment Compensation). 
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EQUITY 


A comunity having a relatively high property tax burden may not 

have an equivalently high level of government spending, and vice- 
versa, due to the nature of the »roperty tax system. High tax 
communities which are low spenders are usually poor - with residents 
of low income and with small property tax bases. The small base 
usually translates into high tax rates. A tax freeze or reduction 
will result in a substantial reduction of services to low-income 


residents in high-tax, low-spending communities, unless alternative 
resources are made available. 
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